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USEEC ALSO FOR EMBASSY 

US OECD ALSO FOR EMBASSY 

E.0. 11652: N/A 
TAGS: EIND, ETRD, UK 

SUBJECT: STEEL: NEW GOVERNMENT STRATEGY FOR BSC 
REF: (A) 77 LONDON 18595; (B) LONDON 2362 

SUMMARY. THE GOVERNMENT'S LONG-AWAITED PLANS FOR COPING 
WITH THE PROBLEMS OF THE BRITISH STEEL CORPORATION WERE 
OUTLINED MARCH 22 IN A WHITE PAPER. THE MAIN ELEMENTS 
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ARE A ONE BILLION POUND CUT IN BSC'S PLANNED INVESTMENT 
IN NEW CAPACITY, MAINTENANCE OF PRESENT OVERALL PRODUC- 
TION CAPACITY BY FINISHING NEW PLANTS NEAR COMPLETION 
AND CLOSING OLD PLANTS, BROAD AUTHORITY TO NEGOTIATE 
PLANT CLOSURES, AND FURTHER INJECTIONS OF GOVERNMENT CAP- 
ITAL. NO CAPITAL WRITE-OFFS OR DIRECT GOVERNMENT GRANTS 
ARE PROPOSED, AT LEAST FOR NOW. LITTLE REFERENCE IS MADE 
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TO INTERNATIONAL ASPECTS OF STEEL OVER-CAPACITY AND THERE 
IS NO MENTION OF PLANNED LEVELS OF EXPORTS, EITHER 
GLOBALLY OR TO THE U.S. END SUMMARY. 

1 . IN A WHITE PAPER PUT BEFORE THE HOUSE OF COMMONS, THE 
GOVERNMENT UNVEILED ITS PLANS TO GET BSC "BACK ON THE 
ROAD TO FINANCIAL VIABILITY." THE STATED OBJECTIVE IS AN 
"EFFICIENT, COMPETITIVE, AND PROFITABLE BRITISH STEEL 
INDUSTRY IN THE 1980'S, ABLE TO TAKE ADVANTAGE OF THE EX- 
PECTED UPTURN IN WORLD ECONOMIC ACTIVITY." 

2. BSC AND THE GOVERNMENT ARE FORMALLY ABANDONING THE 
POLICY OF A NET EXPANSION OF PRODUCTIVE CAPACITY ON WHICH 
THE CORPORATION S PLANNING HAS BEEN BASED FOR THE PAST 
TEN YEARS (SEE REF A). BSC'S TOTAL STEEL-MAKING CAPACITY 
WILL BE HELD TO THE PRESENT LEVEL OF APPROXIMATELY 26 
MILLION LIQUID TONS PER YEAR, WITH EMPHASIS BEING PLACED 
ON INCREASED EFFICIENCY AND PROFITABILITY. IN ORDER TO 
ACCOMPLISH THIS AND REDUCE BSC’S MAJOR FINANCIAL DRAIN ON 
GOVERNMENT FUNDS, THE FIRST STEP WILL BE A CUT IN PLANNED 
INVESTMENT IN NEW PLANT CAPACITY FROM TWO TO ONE BILLION 
POUNDS STERLING DURING THE NEXT TWO FINANCIAL YEARS 
(1978-80). 

3. THE LARGEST PROJECTS TO BE "DEFERRED INDEFINITELY" 

ARE THE 835 MILLION POUND DOUBLING OF CAPACITY AT PORT 
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TALBOT, THE 250 MILLION POUND PLATE MILL AT TEESIDE, AND 
ARC FURNACES TO MODERNIZE PLANTS AT SHELTON, HUNTERSTON 
AND RAVENSCRAIG. MODERNIZATION AND EXPANSION PROJECTS 
ALREADY APPROACHING COMPLETION WILL BE ALLOWED TO GO 
AHEAD. THESE WILL ADD ANOTHER 5.5 MILLION TONS OF CAPAC- 
ITY DURING THE NEXT TWO YEARS. 

4. AT THE SAME TIME, HOWEVER, BSC PLANS TO CUT A CORRES- 
PONDING AMOUNT OF CAPACITY BY CLOSING OLDER AND HIGH-COST 
PRODUCTION FACILITIES. IT IS IN THIS AREA THAT THE 

WHITE PAPER MARKS A SIGNIFICANT CHANGE IN GOVERNMENT 
POLICY. "THE GOVERNMENT WILL GIVE FULL, SUSTAINED AND 
PUBLIC SUPPORT TO THE BSC IN THEIR EFFORTS, INCLUDING 
STEPS TO ACHIEVE IMPROVED PRODUCTIVITY." IF BSC AND THE 
GOVERNMENT CAN MAKE IT STICK, THIS MEANS THE POLICY OF 
KEEPING OPEN INEFFICIENT PLANTS FOR SOCIAL AND POLITICAL 
REASONS WILL LARGELY COME TO AN END. BSC WOULD BE RELA- 
TIVELY FREE OF GOVERNMENT RESTRAINTS WHICH HAVE PREVENTED 
CLOSURE OF HIGH-COST FACILITIES IN THE PAST IN ORDER TO 
MAINTAIN EMPLOYMENT. THERE ARE INCREASING SIGNS THAT 
TRADE UNION LEADERS AND STEEL WORKERS ARE MORE WILLING 
TO ACCEPT RETRENCHMENT IF THE FINANCIAL TERMS ARE RIGHT. 

THE FEW SETTLEMENTS OF THIS TYPE THAT HAVE BEEN REACHED 
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THUS FAR HAVE BEEN VERY GENEROUS ONES FOR THE LAID-OFF 
WORKERS, BUT THE COST HAS BEEN SIGNIFICANTLY LESS THAN 
KEEPING OPEN FACILITIES WHICH RUN AT A CONSIDERABLE LOSS 
FOR EACH TON OF STEEL PRODUCED. 
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5. ON FINANCIAL ISSUES THE GOVERNMENT HAS AVOIDED MAKING 
MAJOR DECISIONS, SAYING THESE WILL HAVE TO COME LATER BE- 
CAUSE THE PRESENT UNCERTAINTIES OF THE STEEL MARKET MAKE 
IT DIFFICULT TO DETERMINE WHAT THE VIABLE LONG TERM 
CAPITAL STRUCTURE SHOULD BE. IN DOING THIS. THE GOVERN- 
MENT HAS PUT OFF THE EXPECTED CAPITAL RECONSTRUCTION OF 
BSC WHICH NOW HAS APPROXIMATELY A FOUR BILLION POUND DEBT 
IN NATIONAL LOAN FUND AND PUBLIC DIVIDEND CAPITAL. NO 
OUTRIGHT GRANTS OR CAPITAL WRITE-OFFS ARE MENTIONED IN 
THE WHITE PAPER. THE PAPER DOES NOTE THAT BSC WILL LOSE 
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JUST UNDER 500 MILLION POUNDS IN THE CURRENT FINANCIAL 
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YEAR, '77-78. 

6. IN ORDER TO KEEP BSC GOING AND MEET ITS TEMPORARY 
FINANCIAL REQUIREMENTS, NEW CAPITAL WILL BE PROVIDED BY 
SUBSCRIPTION UNDER PROVISIONS OF SECTION 18(1) OF THE 

1975 IRON AND STEEL ACT. THIS WILL REQUIRE LEGISLATION 
TO INCREASE THE CORPORATION S BORROWING LIMITS AND THE 
WHITE PAPER SAYS "MORE DETAILED INFORMATION ABOUT FINAN- 
CING BSC WILL BE MADE AVAILABLE AT THAT TIME." 

7. THE GOVERNMENT'S HESITANCY IN COMING TO GRIPS WITH 
BSC’S DEBT PROBLEMS IS APPARENTLY TWO-FOLD. DOMESTICAL- 
LY, THE PRIME MINISTER WOULD CERTAINLY LIKE TO AVOID THE 
SPECTACLE OF LARGE-SCALE CAPITAL WRITE-OFFS IN THE PERIOD 
LEADING UP TO A GENERAL ELECTION. ON THE INTERNATIONAL 
SIDE, THE UK GOVERNMENT REMAINS CONCERNED ABOUT U.S. 
CHARGES OF GOVERNMENT SUBSIDIZATION AND POSSIBLE COUNTER- 
VAILING DUTIES. 

8. THE WHITE PAPER CONTAINS LITTLE INFORMATION ON THE 
INTERNATIONAL ASPECTS OF THE STEEL PROBLEM EXCEPT TO NOTE 
THE INCREASE IN MODERN CAPACITY IN MANY COUNTRIES AND THE 
WORLD SLOW-DOWN IN STEEL USE AS CONTRIBUTING FACTORS TO 
BSC’S DIFFICULTIES. THERE IS NO REFERENCE, AS THERE WAS 

IN EARLIER GOVERNMENT PAPERS, TO SPECIFIC BSC OBJECTIVES 
IN THE EXPORT MARKET. 

9. COPIES OF THE COMPLETE WHITE PAPER BEING POUCHED TO 
DEPARTMENT (EB/OT) AND USEC. 

STREATOR 
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